
B y R U S S E L L S C R O L L 

The International Investment Position of the United States: 
Developments in 1971 

X H E recorded net international in­
vestment position of the United States 
deteriorated $11.3 billion in 1971. As 
suggested by the large errors and omis­
sions item in the U.S. balance of 
payments, much of the recorded deteri­
oration was due to the fact that inter­
national assets acquired by U.S. private 
residents were substantially underre-
ported. Consequently, total interna­
tional assets of the United States 
increased only $13.8 billion, but U.S. 
liabilities to foreigners rose $25.1 billion, 
concentrated in an increase of U.S. 
liquid liabilities to foreign official re­
serve agencies. By yearend 1971, total 
assets still exceeded total liabilities by 
$57.9 billion, but the liquidity structure 
of the U.S. investment position had 
worsened measurably. 

This article reviews the factors ac­
counting for recent changes in the net 
international investment position (table 
1). I t discusses changes in the composi­
tion of U.S. international assets and 
liabilities, particularly changes between 
liquid and nonliquid categories (chart 
8). Finally, the pattern of change in the 
liquidity structure of the investment 
position is examined, with special 
emphasis on its relationship to the 
balance of payments and the suspension 
of dollar convertibility in August 1971. 

Changes in the net international 
position 

Changes in the net international 
investment position of the United 
States reflect three major factors (table 
1). The first is net recorded balance of 
payments capital flows, which must be 
equal, in an accounting sense, to the 

NOTE.—Significant data contribution.s were 
made by .Julius Freidlin, Nancy R. Keith, 
and E. Seymour Kerber. 
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sum of the current account (the balance 
of goods and services and unilateral 
transfers), allocations of SDR, and an 
adjustment for errors and omissions. 
This adjustment for unrecorded trans­
actions accounts for the difference 
between measured changes in our in­
vestment position from recorded net 
capital flows and the recorded balance 
on current account plus allocations of 
SDR. If unrecorded flows could be 
identified, part presumably would go 
into recorded capital flows, and part 
into the recorded current account. The 
current account plus allocations of SDR 
would then equal net capital flows. A 
surplus on the current account, after 
adjustment for errors and omissions, 
and allocations of SDR tend to improve 
the net investment position. 

The second factor influencing changes 
in the net investment position is rein­
vested earnings of U.S. affiliates abroad 
minus reinvested earnings of foreign-
owned affiliates in the United States. 
Earnings of U.S. affiliates abroad not 
repatriated or credited to the United 
States as income (and thus not included 
in the current account) improve our 
investment position by raising the 
value of U.S. direct investment over­
seas. The third factor is the net change 
in valuation of outstanding U.S. in­
vestment abroad and foreign invest­
ments in the United States (including 
adjustments for changes in coverage and 
statistical discrepancies); these adjust­
ments are also not reflected in the 
balance of payments accounts. Net 
changes in valuation include adjust­
ments for price changes in the value of 
outstanding U.S. and foreign securities. 
Also, outstanding assets and liabilities 
denominated in foreign currencies are 
adjusted to reflect altered foreign ex­
change values vis-a-vis the dollar. 

Furthermore, book values of assets and 
liabilities are adjusted for direct invest­
ment write-offs of assets expropriated 
or gains or losses from liquidations. 
Periodically, it is necessary to adjust for 
changes in coverage and for new bench­
mark surveys of assets and liabilities. 

While the change in the net invest­
ment position, in an accounting sense, 
is equal to the sum of the three factors 

CHART 8 

International Assets and Liabilities 
of the United States 

Nonliquid, - p » 
U.S. Government 

Nonliquid, 

Private 

Liquid, Private 

Liquid, 

U.S. Government 

I960 1970 1971 

1. Liquid liabililies include nonliquid liabilities lo loieign otfical 
agencies as in table 3 line 3C. 

2. Assets iiol separately available 'ii 1360, included with private 
nonliquid assets. 

Note.-Reler to table 3 lot data. 

U.S. Department of Commerce, Bureau of Econcmrc Analysis 7Z-10-B 
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previously mentioned, it should not be 
assumed that capital flows necessarily 
result in a change in the net investment 
position. It is clear that if there is a 
capital outflow from the United States 
and a corresponding increase in assets 
but the current account (or the errors 
and omissions) is not affected—^i.e. the 
outflow does not lead, for instance, to an 
increase in U.S. exports—then the out­
flow will lead to a corresponding, increase 
in liabilities or decrease in other assets. 
In this case there will be no change in 
the net investment position. We essen­
tially improve our net investment posi­
tion by transferring abroad real goods 
and services or by reinvesting abroad, 
and the position is also affected by 
valuation changes. Only if an outflow of 
capital in a given year affects the cur­
rent account in the same year will the 
outflow, per se, affect that year's change 
in the net investment position, as for 
instance, when an increase in export 
credits leads to an increase in exports. 
In the longer run, the effect of capital 
flows on the current account (and thus 
on the net investment position) is likely 
to be much more important. 

The recorded change in the net inter­
national investment position of the 
United States in 1971 was a sharp 
deterioration of $11.3 billion. The bal­
ance on current account, in deficit by 
$2.8 billion in 1971, had an adverse 
impact on our investment position. In 
the late fifties and early sixties, there 
had been a current account surplus but 
it subsequently diminished and shifted 
to small deficits in 1968 and 1969, ad­
versely affecting the net investment 

position. (In 1970, the current account 
was temporarily in surplus, due to 
favorable cyclical conditions vis-a-vis 
other countries.) Net reinvested earn­
ings of $2.6 billion had a favorable 
impact of comparable magnitude on the 
net investment position, and the effects 
of SDR allocations and net valuation 
adjustments were also offsetting. 

Thus, the 1971 decline in the net 
investment position was about the same 
as the errors and omissions item, which 
totaled $10.9 billion. The size of these 
outflows mirrored the intensity and 
scope of the movement out of dollars in 
1971 stemming from growing expecta­
tions that other major currencies 
would appreciate vis-a-vis the dollar. 
Part of the unrecorded outflows 
probably went to the Eurodollar 
market, attracted by high interest rates 
resulting from an increased demand for 
borrowed dollars. Other portions were 
utilized to acquire other assets over­
seas. If these acquired assets had been 
recorded, the increase in U.S. claims 
would have been larger and the de­
terioration in our net investment posi­
tion would have been much less. 

An evaluation of the external position 
of the United States also must take into 
account changes in the composition of 
U.S. assets and liabilities. Even when 
our net investment position improves, 
there could be a worsening of its 
liquidity structure if U.S. nonliquid 
capital outflows are accompanied by a 
decline in monetary reserves or an 
increase in liquid liabilities to foreigners, 
especially to foreign oflSicial agencies. 

Changes in U.S. assets and liabilities 

Total recorded U.S. assets abroad 
rose $13.8 bilhon in 1971, resulting from 
capital outflows of $9.3 billion and $4.5 
billion in exchange rate, price and other 
adjustments. A $14.5 billion rise in U.S. 
nonliquid assets reflected a continued 
strong preference for longer term for­
eign investments by private U.S. resi­
dents. (See chart 8.) U.S. direct 
investment abroad, increasing $7.8 bil­
lion, accounted for half the increment 
in nonliquid assets. Of this amount, 
capital outflows totaled $4.8 billion, 
$0.4 billion above the 1970 figure, and 
reinvested earnings were $3.1 billion, a 
$0.2 billion rise. There was a $2 billion 
rise in U.S. holdings of foreign secu­
rities, about half of which was ac­
counted for by capital outflows and 
half by valuation adjustments. Non-
liquid bank reported assets increased 
$1.9 billion and were another important 
element in the increase in nonliquid 
assets. Government controls such as 
the Foreign Direct Investment Pro­
gram, the Interest Equalization Tax 
and the Voluntary Credit Restraint 
Program applied to many of these non-
liquid assets; increases were mainly 
within expressed guidelines or in ex­
empt categories. 

Recorded liquid assets, on the other 
hand, fell $0.7 billion. Nearly all of the 
$2.3 billion decline in our monetary 
reserve assets occurred before the 
August 15 suspension of convertibility 
of the dollar into gold or other reserve 
assets. Liquid claims on foreigners 
reported by banks and nonbanks rose 

T a b l e l . - ^ F a c t o r s A c c o u n t i n g f o r C h a n g e s i n t h e N e t I n t e r n a t i o n a l I n v e s t m e n t P o s i t i o n o f t h e U n i t e d S t a t e s ' 

[MiUlons of doUars] 

Item 
Average 

1081-65 196fr-70 

1966 1067 1068 1069 1070 1071 » 

Balance on current account (siuplus (+)} 

AllocatlonBofSDIt 

Adjustment for; Errors and omissions (receipts (+))-

Equals: 

Plus: 

Plus: 

Equals: 

Addendum: 

3,775 

Net recorded balance of payments capital flows (outflow (+))• 

Net reinvested earnings (increase (+)) 

Net valuation and other adjustments 

Of wliloh: Changes In coveroge and statistical discrepancies 

Change In net International infestment position of the United States 

Net International Investment position of the United States at end of period». 

-848 

2,927 

1,072 

-618 
431 

3,381 

634 

173 

-1,045 

-238 

1,786 

-39 
06 

1,510 

2,280 2,055 

-302 

1,977 

1,400 

108 
256 

3,575 

65,212 

-881 

1,173 

1,158 

-2,068 
248 

263 

65,475 

-484 

-399 

-881 

1,687 

-660 
224 

146 

65,620 

-1,035 

-2,470 

-3,606 

2,173 

3,061 
-287 

1,728 

67,340 

356 

867 

-1,174 

47 

2,514 

-728 
37 

1,836 

69,185 

-2 ,847 

717 

-10,027 

-13,055 

2,618 

-897 
4 

-11,335 

57,851 

' PreUminary. 1. Revised. 
NOTE.—Details may not add to totals because of rounding. 

2. The net position at tho end of a given period is equal to the position at the ond of the 
preceding period plus the total not change during tho period. 
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Table 2.—Changes in t h e International Inves tment Posit ion of t h e United States Reconciled wi th Balance of Payments Capital Flows 

[Millions of dollars] 

Lines 

m 
table 

3 

Net International Uivestment position and U.S. assets abroad 

Item (Increase (+)) 1970' mi' 

Lines 
in 

table 

U.S. liabilities to foreigners 

Item (Increase (+)) 1970' 1971P 

4 

5,8 

10 

Net international Investment position of the United States. 

Balance of payments capltalflows 
Other than capital flows 

U.S. assets abroad 

Capital flows 
Other than capital flows-

Nonllquld assets 

Capital flows 
Other than capital flows. 

U.S. Government 

Long-term credits 
Capital flows 
Exchange rate adjustments, 
statistical discrepancies 

Foreign currencies ond other short-term assets 
Capital flows 
Exchange rate adjustments 
Changes In coverage and statistical discrepancies.. 

Private, long-term 

Direct investments abroad. 
Capital flows 
Reinvested earnings 
Valuation adjustments... 

Foreign bonds 
Copltal flows 
Price changes 
Exchange rate adjustments. 

Foreign corporate stocks 
Capital flows 
Price changes 
Exchange rate adjustments 

Other claims, reported by U.S. banks. 
Capltalflows , 
Statistical discrepancies 

Other claims, reported by U.S. nonbanking concerns 
Capltalflows 

Private, short-term nonliquid 

Claims reported by U.S. banks. 
Capital flows 
Changes in coverage 

Claims reported by U.S. nonbanklng concerns. 
Capital flows 
Statistical discrepancies 

Liquid assets.. 

Capital flows 
Other than capital flows. 

Private 

Claims reported by U.S. banks. 
Capital flows 
Changes in coverage 

Claims reported by U.S. nonbanklng concerns. 
Capltalflows 
Statistical discrepancies 

U.S. monetary reserve assets-

Gold , 

SDR 

Convertible currencies 
Capltalflows 
Exchange rate adjustments.. 

Gold tranche position in I M F . 

1,836 

47 
1,788 

8,691 

6,903 
2,597 

11,320 

8,722 
2,697 

1,436 

1,482 
1,568 
-86 

(•) 
-47 

16 
-32 
-32 

8,601 

7,144 
4,400 
2,048 
-204 

1,442 
874 
618 
62 

-616 
60 

-769 
174 

-155 
-175 

20 

686 

1,384 

1,023 
1,023 

361 
361 

-2,729 

-2,729 

-262 

-361 
-361 

-2,477 

-787 

861 

-2,162 
-2,162 

-389 

-11,335 

-13,066 
1,721 

13,776 

0,326 
4,460 

14,480 

10,602 
3,879 

2,028 

2,089 
2,074 

13 
3 

-61 
-182 

123 
- 2 

10,694 

7,823 
4,766 
3,116 

-68 

1,445 
880 

632 
20 

306 
306 

685 
666 
20 

100 
109 

1,868 

1,302 
1,807 
-606 

656 
665 

1 

-705 

-1,276 
671 

1,815 

1,110 
666 
544 

606 
606 
- 1 

-2 ,320 

240 

-363 
-381 

28 

-1,360 

U.S. liabilities to foreigners. 

Capital flows 
Other than capital flows. 

Nonliquid liabilities to other than foreign official agencies.. . 

Capltalflows 
Other than capital flows 

U.S. Government 
Capltalflows 
Valuation adjustments. 

Private, long-term 

Dhrect Investments In the United States. 
Capital flows 
Reinvested earnings 
Valuation adjustments 

Corporate and other bonds. 
(japltal flows 
Price changes 

Corporate stocks. 
Capital flows 
Price changes.. 

Other UabiUties, reported by U.S. banks. 
Capltalflows 

Other UabiUties, reported by U.S. nonbanking concerns. 
Capltalflows 

Private, short-term nonliquid, reported by U.S. nonbank­
lng concerns. 

Capltalflows 

Liquid liabilities to private foreigners and Uquld and non-
liquid liabilities to foreign official agencies 

Capltalflows 
Other than capital flows 

To private foreigners 

To foreign commercial banks 
Capltalflows , 
Changes in coverage and statistical discrepancies-. 

To international and regional organizations 
Capltalflows 
Statistical discrepancies 

To other foreigners , 
Capital flows 
Statistical discrepancies. 

To foreign oiBclal agencies.. 

Nonliquid 

Reported by U.S. Government. 
Capital flows 
Valuation adjustments 

Reported by U.S. banks. 
C a r ' " Capital flows.. 

Liquid 
Capltalflows 
Changes In coverage and statistical discrepancies.. 

6,765 

5,946 
800 

5,682 

4,824 
858 

-433 
-433 

6,213 

1,462 
1,030 

434 
-12 

2,078 
1,493 

685 

648 
697 

-149 

23 
23 

1,112 
1,112 

002 

902 

1,073 

1,122 
-49 

-6,278 

-6,476 
-6,608 

32 

183 
181 

2 

16 
87 

-72 

7,361 

-276 

635 
635 

-810 
-810 

7,620 
7,637 

- 1 1 

26,110 

22,381 
2,729 

4,258 

1,665 
2,603 

-482 
-488 

4 

4,708 

434 
- 8 7 
408 

3 

1,748 
1,433 

316 

2,632 
840 

1,783 

-240 
-249 

233 
233 

20,852 

20,726 
128 

-6,005 

-6,210 
-6,008 

677 
882 
- 6 

-463 
-466 

2 

26,867 

-128 

411 
341 
70 

-630 
-639 

26,986 
27,616 

' Revised. » Preliminary. (•) Less than $600,000(±). 

NOTE.—Dctafls may not add to totals because of rounding. 

Source; U.S. Department of Commerce, Bureau of Economic Analysis. 
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Table 3.—International Inves tment Posit ion of t h e United States a t Yearendf 

[MiUlons of doUars] 

Type of investment 

Total 

1960 1965 1970' 1971'' 

Western Europe 

1970' 1071 p 

Canada 

1070' mi' 

Japan 
Latin American 

countries and 
other western 
hemisphere 

1970' 1071" 1070' 1071"' 

Other foreign 
countries 

1070' 1071» 

International 
organiza­
tions and 

unallocated^ 

1970' 1971' 

Net International investment position of 
the United Stales 

U.S. BSseU abroad. 

Nonliquid assets. 

U.S. Government 
Long-term credits: 

Repayable in dollars ' 
Other 2 

Foreign currencies and other 
short-term assets 

Private, long term 
Dkect Investments abroad 
Foreign securities: 

Foreign bonds 
Foreign corporate stocks 

Other claims, reported by U.S. 
banks 

Other claims, reported by U.S. 
nonbanking concerns * 

Private, short-term nonliquid 
Claims reported by U.S. banks. . . 
Claims reported by U.S. non­

banklng concerns 

Liquid assets. 

Private 
Claims reported by U.S. banks . . 
Claims reported by U.S. non­

banklng concerns 
U.S. monetary reserve assets 

Gold 
SDR 
Convertible currencies 
Gold tranche position In I M F . . . 

U.S. UabiUties to foreigners' 

NonUquld UabUltles to other than 
foreign official agencies 

U.S. Government» 
Private, long-term 

Direct investments In the United 
States 

U.S. securities: 
Corporate and other bonds 
Corporate stocks , 

OtherdiabiUties, reported by U.S. 
banks , 

Other liabilities, reported by U.S. 
nonbanking concerns < 

Private, short-term nonliquid, re­
ported by U.S. nonbanking con­
cerns , 

Liquid UabiUties to private foreigners 
and liquid and nonUquid UabiUties 
to foreign official agencies 

To private foreigners 
To foreign commercial banks '» . . 
To international and regional or­
ganizations 
To other foreigners 

To foreign official agencies. 
Nonliquid 

Report by U.S. Government»., 
Reported by U.S. banks 

Liquid 

44,730 

85,689 

86,230 

16,920 

14,028 

2,802 
44,407 
31,805 

6,674 
3,984 

1,376 
9 4,813 
' 3,694 

•1,219 

19,369 

(») 

(') 
10,369 
17,804 

1,665 

40,859 

19,830 

793 
18,418 

6,010 

640 
9,302 

7 

1,660 

610 

21,029 

0,130 
4,818 

1,641 
2,780 

11,800 
2 
2 

'61,636 

'120,434 

'103,216 

23,396 

f 14,968 
i 6,234 

3,108 
'71,436 

40,474 

10,166 
6,048 

'4,377 

2,371 
8,386 
6,848 

1,639 

17,218 

1,788 

879 
16,460 
13,806 

11,888 

781 
883 

68,798 

29,224 

1,044 
28,316 

8,707 

916 
14,699 

393 

1,810 

065 

20,674 

12,900 
7,419 

1,431 
4,060 

18,665 
469 
339 
120 

10,206 

69,185 

166,850 

149,961 

32,166 

23,618 
8,186 

2,463 
104,969 
78,177 

13,160 
6,437 

3,036 

4,160 
12,826 
0,692 

3,234 

16,809 

2,412 
1,210 

1,202 
14,487 
11,072 

861 
820 

1,036 

97,665 

60,869 

2,006 
44,786 

13,270 

8,878 
18,689 

1,008 

4,040 

1,860 

47,006 

22,810 
17,160 

846 
4,604 
24,387 
3,764 
3,069 
695 

20,623 

67,851 

180,626 

184,432 

34,194 

26,814 
6,178 

2,402 
116,664 
88,001 

14,604 
7,060 

3,620 

4,260 
14,684 
10,894 

3,790 

16,104 

4,027 
2,320 

1,707 
12,167 
10,208 
1,100 

276 
686 

122,775 

54,917 

1,623 
49,683 

13,704 

8,626 
21,321 

769 

6,173 

3,811 

87,868 

18,614 
10,050 

1,623 
4,141 

61,244 
3,638 
3,480 

156 
47,808 

-19,066 

41,459 

40,061 

7,993 

6,827 
951 

216 
29,834 
24,618 

636 
2,663 

471 

1,640 
2,424 
1,094 

1,330 

1,408 

780 
310 

«470 

828 

60,515 

36,304 

1,806 
31,746 

0,661 

6,214 
12,758 

1178 

4,043 

2,753 

24,211 

10,650 
0,078 

-29,034 

46,630 

43,044 

7,850 

8,798 
872 

180 
33,202 
27,621 

608 
2,832 

706 

1,636 
2,802 
1,345 

1,647 

1,688 

1,411 
718 

<605 
275 

23,807 

37,106 

36,094 

24 

19 

6 
36,221 
22,790 

7,873 
3,180 

272 

1,108 
840 
483 

366 

1,012 

1,012 
660 

462 
(•) 

275 (•) 

74,664 

30,920 

1,386 
36,904 

10,077 

6,825 
14,881 

•268 

4,165 

2,541 

34,744 

4,573 
3,376 

13,299 

6,776 

62 
6,467 

3,117 

237 
2,012 

•3 

198 

267 

8,623 

3,672 
3,078 

17 
1,467 
13,681 

646 
846 
(') 

13,018 

8 
1,100 

30,171 
705 
705 
(•) 29,468 

494 
2,061 
2,280 
2,280 
(•) 
062 

26,423 

39,882 

38,346 

49 

47 

2 
37,342 
24,030 

8,721 
3,282 

208 

1,121 
066 
678 

377 

1,636 

1,636 
061 

686 
(•) 

1,177 

7,226 

7,067 

672 

647 
08 

27 
2,339 
1,483 

266 
337 

116 

139 
4,046 
3,782 

264 

160 

168 
108 

60 
1 

-7,799 

8,365 

8,048 

808 

482 
05 

29 
3,050 
1,818 

269 
678 

246 

139 
4,392 
4,069 

317 

316 
237 

19,686 

28,710 

28,420 

6,320 

6,608 
689 

35 
18,234 
14,760 

1,069 
141 

1,326 

048 
3,860 
3,113 

763 

200 

290 
128 

»162 

21,471 

30,770 

30,104 

6,680 

5,943 
675 

42 
10,460 
16,763 

1,118 
172 

1,440 

078 
4,066 
3,210 

848 

676 

676 
286 

•291 

26,996 

31,899 

31,737 

16,804 

0,181 
4,447 

2,178 
14, 292 
11,042 

1,775 
216 

861 

408 
1,841 
1,120 

621 

162 

162 
104 

t58 

30,633 

36,373 

38,185 

17,610 

10,031 
4,636 

2,144 
18,195 
12,460 

2,014 
226 

1,020 

486 
2,380 
1,603 

687 

188 

188 
131 

•67 

17,475 

20,460 

6,602 

1,363 

1,348 

6 
5,230 

3 3,586 

1,663 

(•) 
(•) 

13,868 

(•) 

13,858 
11,072 

851 

13,459 

7,107 

17 
8,943 

3,339 

285 
3,112 

' 4 

203 

237 

8,282 

2,282 
1,898 

384 
3,980 
2,640 
2,640 
(') 

1,340 

1,049 

32 
666 

229 

2 
20 

»386 

30 

145 

6,208 

n.s.s. 
n.s.s. 

n.s.s. 
n.s.s. 
n.s.s. 

1 

16,164 

162 

28 
-64 

-174 

8 
70 

•3 

39 

178 

16,012 

n.s.s. 
n.s.s. 

n.s.s. 
n.s.s. 
n.s.s. 

9,026 

3,011 

22 
3,520 

248 

174 
2,244 

»415 

439 

369 

5,114 

3,641 
1,210 

164 
2,177 
1,673 

9,299 

4,258 

16 
3,770 

316 

200 
2,561 

«168 

626 

471 

6,043 

3,884 
1,265 

328 
2,071 
1,370 

(') (•) 
n.s.s. 

(') 
1,573 

(') 
1,379 

5,803 

1,889 

95 
1,249 

121 

90 
676 

•232 

230 

345 

4,114 

n.s.s. 
n.s.s. 

n.s.s. 
n.s.s. 
n.s.s. 

135 
136 

(') 
n.s.s. 

6,740 

77 
1,235 

146 

82 
644 

•133 

250 

384 

4,044 

n.s.s. 
n.s.s. 

1,935 

2,975 

1,832 

1,832 

1,161 
181 

•490 

1,143 

677 

n.s.s. 
n.s.s. 

677 

n.s.s, 
135 
135 

(») 
n.s.s. 

608 

(') 
660 

16,169 

19,606 

7,716 

1,410 

1,414 

6 
0,296 

3 4,310 

1,077 

(•) 
(•) 

11,801 

11,891 
10,208 
1,100 

685 

3,447 

1,850 

1,860 

1,248 
263 

•351 

1,607 

1,063 

1,053 

644 

(•) 644 

' Revised. ' PreUminary. 'Less than $500,000 (±). {Includes U.S. gold stock. 
N.s.s. Not shown separately. 

1. Also includes paid-in capital subscription to International financial institutions (other 
than IMF) and outstanding amounts of miscellaneous claims which have been settled through 
international agreements to be payable to the U.S. Govornmont over periods in excess of 1 
year. Excludes World War I debts that are not being serviced. 

2. Includes Indebtedness which the borrower may contractually, or at Its option, repay 
with its currency, with a third country's currency, or by delivery of materials or transfer of 
services. 

3. For the most part represents the estimated Investment in shipping companies registered 
primarily In Panama and Liberia. 

4. The long-term position data given here include estimates for real estate, insurance, estates, 
and trusts. 

6. Liquid claims aro not available separately and are Included with nonUquid claims. 
6. Beginning in 1970 country detail for Western Europe Includes tho European Economic 

Community, United Kingdom, and Switzerland only, and for Latin America and O.W.H. 
Includes only Bahamas and Bermuda. Remaining countries aro not separately identifled due 

to insignificant amounts and are included In other foreign countries. 
7. The regional breakdown for Uability lines may not add to the world total since certain 

items cannot be shown separately and because of the assumptions made regarding linos 33 
and 44 (see footnote 9). 

8. U.S. Government liabilities are broken down Into those to foreign official reserve agencies 
in line 43 and those to others In line 28, Including foreign official agencies other than reserve 
agencies. U.S. Government notes held by the Canadian Government In connection with the 
1084 Columbia River power rights arrangements aro Included In the entries for foreign official 
reserve agencies. 

9. In the regional breakdown, nonliquid UabiUties to foreign official ogencles reported by 
U.S. banks are included with private long-term liabilities reported by 1 .S. banks, and, for 
summ^tio 1 purposes i.i the ro,;lonal presentation, lino 44 is assumed to be zero and any 
eatrics that would appear there are considered part of line 33. 

10. As reported by U.S. banks; ultimate ownership is not Identifled. 
NOTE.—Details may not add to totals because of rounding. 
Source: U.S. Department of Commerce, Bureau of Economic Analysis. 
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only $1.6 billion, partly offsetting the 
decline in reserve assets. The increase 
in claims, particularly hquid claims, is 
probably substantially understated as 
a result of the large unrecorded 
outflows. 

CHART 9 

Liquidity Ratios: Outstanding U.S. Assets 
Abroad to Liabilities to Foreigners by 
Degree of Liquidity 
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Total U.S. assets abroad 

Total U.S. liabilities to foreigners 

NOTE.—Refer to table 4 for data. 

U.S. Department ot Commerce, Bureau of Economic Analysis 

SURVEY OF CURRENT BUSINESS 

Total U.S. liabilities rose an un­
precedented $25.1 bilhon, $22.4 billion 
due to capital inflows and $2.7 billion 
to price and other adjustments. There 
was a $4.3 billion increase in nonliquid 
liabilities, which largely reflected an 
increase in foreign holdings of U.S. 
securities of $4.4 billion. Half of the 
increase was due to additional purchases 
and half to appreciation in the value 
of existing holdings. A net increase in 
foreign direct investment in the United 
States of $0.4 billion reflected the 
reinvestment of earnings, more than 
offsetting a small capital outflow. The 
latter was probably associated with 
exchange market developments. 

Total liquid liabilities to foreigners 
increased $20.9 billion (table 2, line 36). 
Liabilities to foreign official agencies 
rose $26.9 billion; sales of dollars on the 
part of private holders, both in the 
United States and abroad, led to this 
very large increase. There was a large 
reduction of liquid liabilities to private 
foreigners, totaling $6 billion, for the 
second consecutive year. U.S. banks 
further reduced liabilities to their 
foreign branches and other foreign 
banks, as did U.S. agencies of foreign 
banks to their head offices abroad as 
U.S. interest rates continued to decline. 
Dollars were heavily borrowed abroad 
by European (especially German) firms 
subject to restrictive domestic credit 
policies and were converted into other 
currencies to finance their business 
operations. Dollars were borrowed also 
to acquire currencies which were ex­
pected to appreciate against the dollar. 
All these transactions resulted in dol­
lars being channeled to foreign com­
mercial banks in exchange for local cur­
rencies. The commercial banks subse­
quently turned in their dollars to their 
central banks, thus contributing to the 
large buildup in U.S. liquid liabilities to 
foreign official agencies. 

In sum, nonhquid assets rose $10.2 
billion more than nonliquid liabilities, 
but liquid liabilities rose $21.6 billion 
more than liquid assets. The deteriora­
tion in the liquidity structure of the 
U.S. international investment posi­
tion—particularly in that part relating 
to official U.S. reserve assets and U.S. 

October 1972 

liquid liabilities to foreign official agen­
cies—reached a point where it became 
necessary to suspend dollar converti­
bility into gold and other reserve assets 
on August 15, 1971. 

Liquidity structure 

To facilitate an analysis of the chang­
ing liquidity structure of the U.S. 
international investment position, 
ratios of selected categories of assets 
and liabilities are shown in table 4 and 
in chart 9. Such an analysis is subject 
to limitations because the degree of 
liquidity of broad categories of assets 
and liabilities, being compared, is not 
exactly identical. 

An examination of the ratios shows 
that mounting payments deficits in 
recent years have had the cumulative 
effect of eroding our liquidity structure. 
Ratio Al is, roughly, the investment 
position counterpart of the official 
reserve transactions balance in the 
payments accounts although the two 
indicators do not focus on exactly the 
same question. The size of the balance 
is not affected by how it is financed, i.e., 
whether there is a change in reserves or 
a change in liabilities to foreign official 
agencies. The ratio, which compares 
U.S. official reserve assets to U.S. 
liabilities to foreign official agencies, is 
affected by the composition of the 
financing. Throughout the early sixties 
the ratio was above one but declining. 
I t dropped to 0.77 in 1967, recovering 
for the next 2 years as the official 
balance returned to surplus, reflecting 
the tight monetary policy in the United 
States. However, in 1970 the ratio 
declined to 0.59, as U.S. short-term 
interest rates declined sharply. The 
ratio deteriorated at an accelerated 
pace in 1971, as growing expectations of 
a dollar devaluation against other 
leading currencies led to a large scale 
run on the dollar. Liquid dollar Ua-
bilities to foreign official agencies soared 
and the ratio fell to less than 0.30 by 
mid-1971. From mid-August through 
mid-December 1971, there was a con­
trolled float in exchange rates, and 
several foreign countries implemented 
restrictions on capital movements to 
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Table 4.—Liquidity Rat ios: Outstanding U.S . Assets Abroad to Liabilities to Foreigners, by Degree of Liquidity 
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chart 
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B, 
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Lines in table 3 

21 

41 

17 

36 

14+17 

35+36 

4+8 

28+29 
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Battos 1960 1061 1962 1963 1961 1965 1966 1967 1068 1960 1970 1071 

Monetary Combinations 

Beserres 

Liabilities to foreign official agencies 

Liquid assets 

Liquid liabilities to private foreigners and liquid and nonliquid liabilities to 
foreign oflicial agencies 

Other Combinations 

Liquid and nonUquid short-term assets 

Liquid and nonliquid short-term liabilities and nonliquid liabilities to foreign 
oSlcIal agencies 

Long-term assets 

Long-term liabilities to other than foreign official reserve agencies 

Total U.S. assets abroad 

Total U.S. liabilities to foreigners 

1.63 
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3.27 
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.84 

3.36 

2.05 
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.47 

.79 

3.56 

2.08 

3.37 

1.94 

0.85 

.48 

.70 

2.04 

1.81 

1.00 

.43 

.64 

1.74 

0.59 

.36 

.58 

2.03 

1.71 

0.24 

.24 

.43 

2.93 

1.47 

discourage inflows of funds. During this 
period the deficit in the official reserve 
transactions balance roughly measured 
the extent of intervention by foreign 
countries to limit appreciation of their 
currencies. As the dollar has been offi­
cially inconvertible into gold and other 
reserve assets since August 16, practi­
cally all this intervention was reflected 
in further dollar accumulations by these 
countries. Ratio Al reflected this, and 
dropped to 0.24 at yearend (where it 
remained to June 1972). 

The worsening of the situation 
through 1971 can also be seen in ratio 
A2. This ratio, which is, essentially, 
the counterpart in the investment posi­
tion of the net liquidity balance in the 
payments accounts, expands the cover­
age of U.S. assets to include private 
liquid claims in addition to reserves. It 
compares all these liquid assets to 
liabilities to foreign official agencies 
and liquid liabilities to private for­
eigners. This ratio also declined in 1970 
and 1971 but to a lesser degree. The 
decline would have been smaller if 
unrecorded acquisitions of private U.S. 
claims on foreigners could be taken into 
account. 

Other combinations of assets and 
liabilities in table 4 are useful in assess­
ing long-term developments in our in­
ternational investment structure. Ratio 

Bl, for example, compares reported 
U.S. short-term assets (nonliquid and 
liquid short-term claims of U.S. private 
residents and U.S. official reserves) to 
short-term liabilities (liquid and non-
liquid short-term liabilities to private 
foreigners and all liabilities to foreign 
official agencies). A lesser decline in this 
ratio than in the monetary ratios is due 
to the recent growth in nonliquid 
claims on foreigners. In the last 2 years, 
when foreign interest rates were higher 
than U.S. rates and, in the fourth 
quarter of 1971 when export credits 
were exempted from the Voluntary 
Credit Restraint Program, U.S. in­
creases in these assets exceeded changes 
in our nonliquid liabilities. 

Ratios B2 and B3 are concerned with 
long-term assets and liabilities, and 
total assets and liabilities, respectively. 
It is interesting to note that ratio B2, 
long-term assets to long-term liabilities, 
has been relatively stable since 1968, 
in contrast to the worsening of the 
short-term ratio Bl. Ratio B3, covering 
total assets and total liabilities is the 
most comprehensive of the ratios. Given 
the stability in the long-term asset and 
liability ratio the decline in B3 is 
associated with the deterioration in our 
recorded short-term international in­
vestment position. 

{Continued from page 16) 

cases, accounted for more thai: two-
fifths of the differential between State 
and average U.S. personal income 
change. All but two of these States 
(Oklahoma and New Mexico) also 
registered gains in manufacturing pay­
rolls that were well above the national 
average. Florida is the only State in 
this group not dominated by changes in 
farming and manufacturing, but here 
most recreation (service-type) related 
activities advanced rapidly. In particu­
lar, service industry payrolls showed 
large gains and construction was up 
markedly. 

There were 15 States with weak in­
come performance. Of these, there were 
eight States where income was little 
changed (gains of three-fourths of a 
percent or less): West Virginia, Wyo­
ming, South Carolina, Utah, Maine, 
Texas, Colorado, and Oregon. In seven 
other States, income dropped by one-
half percent to 2 percent: Louisiana, 
Alabama, Maryland, North Dakota, 
Pennsylvania, Alaska, and Mississippi. 
Farm income was off sharply in nine of 
these 15 States, and manufactm-ing 
payrolls were off or up only slightly in 
13. In three States with weak income 
performance, losses associated with 
flooding had a measurable impact. 


